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40 
Clinical Meetings Will 


Feature 1940 Convention 


Every-Day Problems In The Mortgage 
Banking Field Will Be Discussed At 
MBA’s Annual Convention In October 


EMBERS of the Mortgage Bankers 

Association of America who at- 

tend the 1940 annual Convention, 
which will be held at the Drake Hotel in 
Chicago on October 2, 3 and 4, are going 
to have the opportunity of talking over 
their common problems. 

Each afternoon session of the three- 
day Convention will be devoted to a 
clinical meeting where members can 
secure practical answers to puzzling 
problems in the mortgage banking field. 
This phase of the Convention is pat- 
terned after the successful Mortgage 
Clinic held during February in Chicago. 

So that as many members as possible 
may participate in the discussions, the 
group meetings will be limited to 50 
persons. These meetings will begin 
promptly at 2 p. m. and will adjourn at 
4. Because the attendance will be limited, 
the meetings will be so arranged that 
everyone will have an opportunity to 
discuss those subjects in which he has 
a particular interest. 

The headquarters office is now poll- 
ing the membership to determine from 
a suggested list of subjects those which 
have the widest general interest. These 
subjects include: Advertising Methods 
in Cities of 200,000 Population or Less; 
Advertising Methods in Cities of- 200,- 
000 Population or More; Appraising; 
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Local Practices That Pay Dividends; F. 
H. A. Loans; Acquisition of New Busi- 
ness in Cities of 200,000 Population or 
Less; Acquisition of New Business in 
Cities of 200,000 Population or More; 
Service Costs; Construction Loans; and 
Accounting Methods. Possibly addition- 
al topics will be suggested by the mem- 
bership. 





LANS are going forward 

rapidly for the 27th annual 
convention of the Mortgage 
Bankers Association of America 
which will be held October 2 
3 and 4 at the Drake Hotel in 
Chicago. In this article, Presi- 
dent Byron T. Shutz describes 
the clinical meetings which will 
be held each afternoon during 
the three-day convention. At 
these meetings members of the 
MBA will have an opportunity 
to talk over the many problems 
incidental to the conduct of the 
mortgage banking business. As 
plans for the 1940 convention 
progress, they will be described 
in forthcoming issues of the 
Mortgage Banker. 





One of the difficulties facing mort- 
gage men today is the most effective 
media to adopt in advertising. Another 
is the acquisition of new business. Be- 
cause the mortgage banker operating in 
the large city must approach these two 
problems in a different manner from 
the lender in the smaller communities, 
at least two clinical meetings, and per- 
haps more, will be held—one for mem- 
bers doing business in cities over 200,000 
population; the other for members in 
cities under 200,000 population. 


The clinical meeting on advertising 
will enable those who attend to hear 
the experience of various members. The 
merits of different advertising media 
such as display, classified, direct mail, 
will be thoroughly discussed. The sub- 
ject of misleading advertising and suc- 
cessful methods which have been de- 
vised to combat it will also play an im- 
portant part in the discussions. The ad- 
vertising methods used by offices who 
operate as Correspondents for life in- 
surance companies is another topic 
which will demand attention. Members 
attending the clinical meeting on ad- 
vertising will also have an opportunity 
to express their views on the question of 
whether a national advertising campaign 
directed toward publicizing the vast ac- 
cumulation of funds seeking investment 
in the mortgage loan field would be ad- 
visable. 

In these days of low interest rates cer- 
tainly no problem demands more atten- 
tion than that of new business. The ac- 
quisition of new business is a broad 
subject and one that is sure to excite a 
lively discussion. Among the many 
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Real Estate Loans, 
Values And Appraisals 


A Bank President Warns Lenders To 
Guard Appraisal Standards In View 
Of Competition For Mortgage Loans 


HE mortgage business is receiving 
a good deal of attention from banks 
at the present time. It should—for 
several reasons. A bank can make a safe 
ten-year amortized loan at 44 or 5 per 
cent, and at this time interest income is 
hard to get. Mortgage lending helps the 
community and helps business, and banks 
are anxious to do that. In addition, this 
phase of bank lending is being assisted by 
the financial and propaganda resources of 
the government which are used to stimu 
late home building and ownership and the 
many businesses dependent upon their 
development and progress 
There is, however, another reason why 
real estate loans should have the close at- 
tention of the banks. When there are 
combined tremendous excess reserves 
seeking investment, low interest rates, 
a declining volume of commercial loans, 
and every possible inducement a liberal 
government can provide the borrower 
and lender, the possibilities of a future 
banking problem are multiplied. True 
enough, it may mean only loans made 
and interest income. But it also means 
excessive competition and speculation, 
and that leads to unsound lending, fu 
ture headaches, and losses. From 1923 
to 1928 banks contributed to a real es 
tate speculative boom by buying un 
sound mortgage bonds and lending 
freely in both the mortgage and loan 
portfolios for real estate development and 
speculation. From 1925 to 1929 banks 
did the same thing on stock-market se- 
curities. Everyone knows both stories 
well—painfully so. These speculation 
eras were financed with loans arising 
from bank deposits and, in many cases, 
settled with lost or depreciated bank de- 
posits in 1933 
Since 1929, however, there have been 
many steps taken to make sure that banks 
could not make the same mistakes with 
security loans in the future that they did 
in the past. There is the Securities and 
Exchange Commission on one side, con- 
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trolling the issuance of new securities and 
the speculative market, and the Federal 
Reserve System and the Federal Deposit 
Insurance Corporation on the other, con- 
trolling the banks. All the forces of gov- 
ernment supervision have been directed 
toward curbing this source of future 
trouble. Between these, and what was 
learned by the hard route of paying for 
it in 1929 and 1933, such a situation is 
not likely to happen again. 

Most of the recent amendments to the 
banking laws have been directed to re- 
stricting the use of depositors’ funds for 
speculative purposes, but that is always 
assumed to be security speculation, ap- 
pearing in the loan account. The real 
estate speculation was of a somewhat 
earlier date and is not so easily recalled. 





ono Y, particularly in the 


large communities, we are 
facing almost the same extremes 
of competition between lenders 
for real estate mortgage loans 
that we did in 1926,” declares 
Joseph M. Dodge, President of 
the Detroit Bank, Detroit, 
Michigan. “Loans are being soli- 
cited and inducements are being 
offered. Loans already commit- 
ted by one lender are being 
chiseled away into the portfolio 
of another.” In this article, re- 
printed from The Appraisal 
Journal, Mr. Dodge says that ap- 
parently the stage is set for a 
real estate and building move- 
ment of large proportions. It 
will be Ben: a! that Mr. Dodge 
addressed the Bank and Trust 
Company Group at the Detroit 
Convention last year on the sub- 
ject, “Mortgage Lending and 
Banking.” 





Yet in 1933, losses on those earlier loans 
became a serious issue in many cases. 

Now we have a situation where every 
curb is put on security loans and every 
encouragement given real estate loans— 
without corresponding restrictions, with- 
out quoted markets, without control of 
appraisals or amounts or classes and types 
of loans or periods of amortization. 

In considering how banks may get into 
trouble next, we should not overlook the 
possibility that it may be in the real 
estate account. This does not belittle the 
bond account, which is having its own 
boom right now but is also having a large 
share of everyone's best attention. 

The stage is apparently set for a real 
estate and building movement of large 
proportions which will increase as we 
approach normal business conditions. The 
important point to remember is that every 
general speculation must be financed. In 
this country it has always been financed 
with bank loans. There is no reason to 
think it will not be so again. If it is, 
banks will contribute to it with the use 
of depositors’ funds. If outright ficti- 
tious values are created, as they were in 
real estate in 1925-26 and in securities 
in 1928-29, it will be the result of un- 
sound bank loans. The way loans are 
used, in total, controls the general effect 
of the speculation cycle. The extent of 
the contribution of the banks, throvgh 
their loans, to the creation of fictitious 
values measures their own future losses 
of assets. 

Trouble can creep in through anxiety 
for earnings and competition for earning 
assets and through failure to recognize 
speculative or boom va!ues when they ap- 
pear on the scene. Both of these problems 
go back to the fundamentals of sound 
policy and failure to adhere to sound 
policy. There are two separate battles: 
(1) to have a real policy and to follow 
it; (2) not to let the exceptions become 
the rule, as they so often did in the past. 

There are three basic controls affecting 
the mortgage-lending operation of banks. 
The first is the proportion of depositors’ 
funds to be invested in mortgage loans. 
The second is the policies in effect at the 
time the mortgage loans are made. The 
third is the protection given the invest- 
ment after the mortgage loan has become 
part of the bank’s assets. 
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These acquire their importance from 
the fact that today’s mistakes in the 
mortgage account are likely to be per- 
manent mistakes. Once made, they exist 
for years without being discovered. 
They will be obscured in the future just 
as they were in the past. They will not 
be brought into focus for some time to 
come. The defenses must be built now. 
They are created in the form of well- 
thought-out, definite policies and prac- 
tices. 

Little need be said about the proportion 
of depositors’ funds which a bank may in- 
vest in mortgages. That lesson was 
pretty well learned in the early 1930's. 
We remember that whatever conditions, 
national or local, caused deposit with- 
drawals also froze mortgages. The mort- 
gage account and the loan account are 
subject to the same local risks as the de- 
posit accounts. Under pressure, about 
the first thing anyone does is to defer 
his mortgage payment in order to main- 
tain the cash reserve in his commercial 
or savings account. 


Real Estate Transactions 


There is one other point to be con: 
sidered here—a very important one. It 
is the amount of real estate transactions 
represented in the loans and discounts. 
I have known banks with too great a 
total loaned out on mortgages that also 
had 25 percent or even 50 percent of 
their commercial loan accounts in some 
form of credit predicated upon real es- 
tate transactions. A continuous and 
careful classification of these loans, 
added to an analysis of the mortgages, 
and relation of the total to an analysis 
of the nature of the bank's deposits, 
constitutes a proper basis for controlling 
total real estate loan investment. 

The policy followed in actually mak- 
ing loans directly controls future mort- 
gage-asset problems. They vary with the 
bank and the nature of the community it 
serves. The questions to be asked are: 
is there a policy, what is it based upon, 
what does it cover and is it followed? 

The limits for the size of loans, the 
kinds of properties and their locations, 
and the control of speculative loans are 
fundamental. But the handling of the 
appraisal within these limits will finally 
measure the real value of the loans made. 
The highly specialized job of appraising 
is more important to the banking business 
than is generally credited. Whatever the 
appraiser says is sure to look all right, for 
the time being. His figures may even 
help make loans. But it is how well he 
judges the situation now for the future 
that controls the collection cost and pos- 
sible loss five or ten years from now. 


The appraiser as always not only judges 
today’s values but values at loan maturity, 
which perhaps may be in a depressed 
market. He is judging the future usa- 
bility of the property, whether its im- 
provements are in keeping with the dis- 
trict, and what the district changes will 
be over a long period of time. 


Appraisers Overruled 


He is the man who will or will not 
keep banks from overvaluing land, from 
allowing land to be too large a percent- 
age of total valuation, from capitalizing 
abnormal income into an indefinite loan 
future, from lending on old homes as 
potential apartment sites or making 
large loans on single-family residences, 
and other similar errors of the past. He 
will do this if he knows his business 
and is allowed to function. But when 
competition steps in, the appraiser is 
frequently overruled. First, interest rates 
are cut, then appraisals are liberalized, 
and one by one all of the defenses are 
laid aside or weakened by a steadily 
increasing volume of exceptions. 

What the appraiser says about prop- 
erty values, to be useful, should be en- 
tirely divorced from the amount of the 
loan asked for and who the customer is. 
In fact, he functions better if he does 
not know. Whatever he gives as value 
and recommends as a suitable loan ought 
to be final. If it is subject to review or 
any adjustment, there should be many 
high hurdles to jump; any change made 
should be only for sound and specific 





yor ag a bank can make a 
safe ten-year amortized 
loan at 4, or 5 percent and 
right. now interest income is 
hard to get,’ declares the 
author. He points out that mort- 
gage lending helps the commun- 
ity and business but warns that 
“with tremendous excess reserves 
seeking investment and every 
possible encouragement being 
given to the borrower, the pos- 
sibilities of a future banking 
problem are multiplied.” Mr. 
Dodge calls upon banks to guard 
their real estate loans by guard- 
ing the quality of their apprais- 
als, 





reasons and should require his concur- 
rence. 

One of the most ridiculous things in 
banking is to see mortgage loans made 
because the borrower has a good commer- 
cial or savings account which he can draw 


out in five minutes while he has the bank 
tied up on a contract for five or ten years. 
When a condition arises that requires his 
money to save loss on the loan, whatever 
made that necessary leaves him without 
any money. 

After the accurate determination of 
present values, the most important part 
of appraising lies in relating these values 
to the past and to the future. What values 
are normal? What values are sound? 
What values are substantially perman- 
ent? A home too costly for its neighbor- 
hood, or a home with special or extrava- 
gant features of luxury built into it, has 
a present value in the sense that money is 
being spent on it now, but this does not 
add to the actual loan value or sale value 
five or ten years from now. Costs do not 
constitute property values. The value of 
costs may be lessened by inferior con- 
structicn or increased by superior con- 
struction. This is the reason the appraiser 
should be particularly concerned with 
material and workmanship and bank 
lenders should do their part in discour- 
aging cheap and shoddy construction. 
The tendency to overlook this responsibil- 
ity can usually be traced to the fact that 
the appraiser or lending officer is so con- 
stantly in touch with optimistic builders 
cr real estate agents who, for their own 
purposes, are naturally most interested in 
making everything appear at its best. 


Information Vital 


Judgment of values in real estate de- 
pends upon information. There is care- 
ful property examination and a neighbor- 
hood analysis to make. There is the matter 
of the relation to building costs and vol- 
ume of new building and current trends 
of real estate prices. These factors are not 
only. dominant factors in judging the real 
property values back of the loan but they 
suggest the time when loan values should 
be reduced and the bank defended 
against the usual practice of giving more 
and more liberal appraisals at just the 
wrong time. 

There has been entirely too little of the 
right kind of information prepared and 
used by bank real estate appraisers and 
lenders. There has been too little care 
taken in laying the technical groundwork 
for mortgage-lending policies and proce- 
dures and relating them to the general 
background of fundamental real estacve 
conditions. Here is a field of bank opera- 
tion worth developing. A little money 
spent on it will produce worth-while re- 
turns. The real estate lending officers and 
appraisers will be more than willing be- 
cause it helps their work. Most of them 
have had little encouragement and help 
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The Mortgage Loan 


Officer of 1950 


What Does the Next Decade Hold For 


The Mortgage Lender? 


The Author of 


This Article Makes Some Predictions 


O discussion of the analysis of 
N mortgage risk would be complete 
without reference to the methods 
designed and used by the Federal Hous 
ing Administration. While no pretense 
has been made on the part of the Fed- 
eral Housing Administration that these 
methods are final in form, they do rep 
resent a significant step in advance 
They are available to all mortgage lend- 
ing officers. Regardless of the attitude 
which anyone may take toward mort- 
gage insurance, he will find the descrip 
tion of the methods used by the FHA of 
much value in determining his own ap 
proach to the selection of mortgage loans. 
It can confidently be expected that the 
mortgage lending officer of 1950 will 
be much more skilled in the use of these 
instruments which have been credited 
in the past decade than is the mortgage 
loan officer of 1940. The instruments 
themselves undoubtedly will be much re 
fined, and many lessons are yet to be 
learned by their application, and by the 
use of others of which we have not 
yet conceived, to the operating prob 
lems of the mortgage lending officer. 

Also significant is the development 
of systematic materials to guide the 
judgment of the mortgage loan officer. 
These materials are of two general types. 
The first is the material gathered by the 
comprehensive survey of real estate. 
These surveys, begun in 1934 and cul- 
minating in the Census of Housing of 
1940, will afford source material of in- 
estimable value to the mortgage lending 
officer. 

While lending officers have been 
familiar with the general characteris- 
tics of the real estate in different parts 
of their lending area, never before will 
they have had an opportunity to know 
the situation as intimately as the Census 
of Housing will reveal it. It appears 
reasonable to suppose that by 1950 the 
mortgage lending officer will have 
familiarized himself with this type of 
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material and will be utilizing it in every 
case which comes to his desk for decision. 

Vacancies in properties of various 
types on which mortgage loans are re- 
quested constitute a significant index of 
the market situation and of the sound- 
ness of the loan proposed. We shall 
probably have reached a point by 1950 
where the mortgage loan officer will 
recognize that he cannot discharge his 





HE next ten years are likely 

to see important changes in 
the mortgage lending business. 
The author of this article, in a 
recent address before the Ameri- 
can Institute of Banking, made 
some interesting predictions on 
the way in which the mortgage 
lender of 1950 will conduct his 
business. “The mortgage lend- 
ing officer of 1950 will be char- 
acterized by an open and flexi- 
ble mind, largely untrammeled 
by tradition,” Dr. Fisher pre- 
dicts. He says the lender of 1950 
may even be able to predict fair- 
ly closely what the delinquen- 
cies, foreclosures, and losses year 
by year will be on the loans he 
makes. Dr. Fisher is director of 
Research in Mortgage and Real 
Estate Finance of the American 
Bankers Association. 





responsibilities to stockholders or de- 
positors unless he is equipped with these 
materials which give him a precise, de- 
tailed, and comprehensive view of the 
real estate situation as it exists from time 
to time. 

It may beneficially stretch the imag- 
ination to contemplate that the lending 
officer of 1950 will be able to predict 
within a tolerable margin of error what 
the delinquencies, foreclosures, and 


losses year by year will be on the loans 
made in 1950 secured by difference types 
of properties. Such a prediction with 
respect to the losses in life insurance 
would have seemed as ridiculous at one 
time as this prediction may seem now. 
The whole process of constructing mort- 
gage mortality tables is in its inception. 
The mortgage loan officer of 1950 may 
have a crude mortality table, but I con- 
fidently predict that he will have one, 
and that he will use it in connection 
with his operations. 

Along with the added security which 
the principle of amortization brings 
come also some complications with which 
the mortgage loan officer of 1950 must be 
familiar. One of the outstanding of 
these complications is the relationship 
of mortgage lending activities to the 
fund conversion policy of a bank. In 
current discussions of fund conversion 
policy, references to the part which 
mortgage loans play are relatively sparse. 
They will occupy a place of increasing 
importance as_ there significance be- 
comes more obvious. 

A discussion of amortization of mort- 
gage loans by periodic payments leads 
me to make a further prediction. By the 
term “amortized mortgage” we ordi 
narily understand a mortgage which is 
amortized by periodic payments of the 
same or approximately the same amounts. 
Some variation has already appeared in 
the terms of amortization. A number of 
lending institutions are now using an 
amortization plan which provides for the 
payment of a fixed amount of principal 
plus interest earned, periodically, instead 
of fixed payment covering both amortiza- 
tion and interest. 

Thus, the principle of a flexible amor- 
tization plan has already appeared in 
mortgage lending practice. Consequently 
one is not altogether unjustified in pre- 
dicting that a greater degree of flexibility 
will appear in mortgages made by the 
mortgage lending officer of 1950. 


Another development which is oc- 
curring more rapidly under our noses 
than we have yet suspected is making 
mortgage securities much more widely 
marketable than they have ever been 
in the past. Up to December 31, 1939, 
$688,259,000 of FHA insured mort- 
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BOARD OF GOVERNORS HEAR REPORTS 


Reports of the various committees of 
the Mortgage Bankers Association of 
America were presented at the regular 
mid-year meeting of the MBA Board of 
Governors held on June 21. Guests at 
the Board meeting included members of 
the Program Committee and of the In- 
surance Company Advisory Committee. 

The first committee report was deliv- 
ered by Guy T. O. Hollyday, chairman 
of the Membership Committee, who re- 
ported that 88 new members had join- 
ed the Association this year. These new 
members are distributed as follows: Cor- 
respondents, 49; Insurance Companies, 
11; Banks, 16; Local Associations, 7; 
Title Companies, 3; Miscellaneous, 2. 
The new members are from 25 states and 
the District of Columbia. 

Aubrey M. Costa, reporting for the 
Program Committee, gave a summary of 
developments which took place at the 
Committee meeting on June 20, includ- 
ing a symposium of information secured 
from the questionnaire sent to all mem- 
bers immediately following the Detroit 
Convention last October. The decision 
to devote afternoon sessions of the Con- 
vention to clinical meetings where mem- 
bers would have an opportunity to dis- 
cuss their common problems was made. 
Tentative plans for the Clinic program 
are outlined in President Shutz’ article. 
At the suggestion of Mr. Shutz, the 
Board agreed that committee reports 
should be presented at the convention 
at intervals between the various formal 
addresses. It was also agreed to dispense 
with the noon luncheon meetings which 
have been held in the past. A lengthy 
list of prominent speakers who might 
address the convention was suggested by 
Mr. Costa and others. 


Legislative Report 


In the absence of G. Calvert Bowie, 
Chairman of the Federal Legislative 
Committee, the report was read by By- 
ron V. Kanaley, Liaison Officer. In his 
report, Mr. Bowie expressed the opin- 
ion that the Jones-‘Wheeler Bill was dead 
and reported that the senate had taken 
no action on the substitute measure. 

President Shutz enlarged on the re- 
port of Mr. Kanaley regarding the suc- 
cessful fight carried on by the MBA 
against the bill. The MBA took such 
steps as it felt were essential, President 
Shutz said, to keep its membership com- 
plete'y informed regarding the progress 
of the bill toward enactment. President 
Shutz declared that the credit for the 
Association’s successful opposition be- 
longs to the rank and file of the mem- 


bership who protested to their repre- 
sentatives, urged individual farmers to 
do likewise and stimulated considera- 
ble activity on the part of local farm or- 
ganizations. 

As Liaison Officer for the Statistical 
Committee, Herold Woodruff, presented 
the report of that committee which is 
headed by J. J. F. Steiner. Following his 
report, the Board agreed that additional 
efforts should be made to secure a 
greater return of answers to a question- 
naire on business volume which was sent 
to the members. 


Resolutions Committee 


Mr. Woodruff also made the report 
of the Resolutions Committee in the 
absence of H. S. Cody, Chairman of 
the Committee. In his report, Mr. 
Woodruff presented a series of tenta- 
tive Resolutions to the Board. Because 
of the controversial nature of the resolu- 
tions, it was agreed that action should be 
postponed for the time being. 

Hugh Riddle, reported on the work 
of the Fair Practices Committee. At the 
Committee's meeting in February, it 
was decided to prepare a broad code of 
fair practices, providing for alternative 
provisions to meet objections which 
might be raised by various local groups. 
The subjects which the code would 
cover have already been assigned to 
members of the Committee and draft- 
ing of the final code will be under- 
taken shortly. 


Constitution Changes 


In the absence of Reade M. Ireland, 
Chairman of the Constitution and By- 
Laws Committee, Dean R. Hill, Liaison 
Officer, presented the report. A series of 
amendments to the Association’s con- 
stitution were proposed. The most im- 
portant of these amendments provides 
for dividing the country into districts 
and placing the responsibility for ac- 
tivities in these districts under regional 
vice presidents. Another amendment 
proposed would permit the President of 
the Association to select the personnel of 
the Executive Committee with the ap- 
proval of the Board of Governors. An- 
other amendment would prevent the re- 
election of any member of the Board of 
Governors who had served all or part 
of two consecutive terms. The proposed 
amendments to the Constitution will be 
sent to the entire membership for ap- 
proval before the Convention. 

W. Walter Williams, Chairman of the 
Educational and Publicity Committee, 
in his report discussed the possibility of 


the Association's conducting a broad re- 
search program. A wide list of possible 
subjects for research were suggested but 
the Board of Governors voted to take 
no action on this proposal until its 
October meeting. 

A. R. Kershaw, Chairman of the In- 
surance Company Advisory Committee, 
reported that his committee functioned 
to advise and consult with the officers 
of the Association. 

The report of the Finance Committee 
and the Association statement as of June 
lst were read by Irvin Jacobs. 

S. M. Waters, Chairman of the Past 
President’s Advisory Council, described 
the organization of the Council and re- 
ported that it will hold one meeting 
each year at the time of the mid-year 
Board of Governors Meeting. Mr. Waters 
also gave a brief report on the proposed 
Farm Mortgage Conference and outlined 
the tentative plans which have been made 
for holding such a conference. As Chair- 
man of the Nominating Committee, Mr. 
Waters also announced the nomination 
of Dean R. Hill of Buffalo, New York, 
as the next president of the Association, 
succeeding President Shutz. 


Shutz Reports 


President Shutz read a report for the 
Uniform Mortgage and Foreclosure 
Committee prepared by its chairman, 
George H. Dovenmuehle, and also gave 
a report of the National Tax Confer- 
ence which the Association co-sponsored 
in April. He stated that the Conference 
approved the forming of a permanent 
organization—the plans for which wil! 
be submitted to the Board for considera- 
tion at a later date. 

The President of the Association also 
reported that more travelling had been 
undertaken by the officers and Board 
members of the Association last year in 
the interests of the organization than 
during any previous year in the Associa- 
tion’s history. President Shutz gave a 
brief report of the Mortgage Clinic held 
last March in Los Angeles. He expressed 
the desire that at least four similar clin- 
ics be held next year and suggested 
Chicago, Seattle, Dallas or Oklahoma 
City and one Eastern city as possible 
locations for such clinics. The four re- 
gional Vice Presidents will be in charge 
of these Clinics. In concluding his re- 
port, President Shutz declared that the 
officers of the Association had confer- 
red with the Past President’s Advisory 
Council and are seeking a planned, long- 
range program for the Association rather 
than a temporary program. 


July 15, 1940 








THE MORTGAGE BANKER 





REAL ESTATE APPRAISALS 


(Continued from page 3) 


toward a recognition of the importance of 
their work and in developing a really 
constructive, up-to-the-minute, and com- 
pletely effective lending operation. 

Banks give a great deal of time to an- 
alyzing loan credits and security invest- 
ments. They examine histories, prepare 
analyses, make reports and extensive 
checkings against similar securities and 
credits, and watch them and their under- 
lying markets closely. When a comparison 
is made between the usual approach to 
these investments and the information 
background of the average appraisal and 
the supervision of a mortgage loan after 
it is made, the mortgage looks like a 
rather offhand transaction which it cer- 
tainly should not be. 

In the mortgage-lending business we 
also face the penalties of poor protection 
of the investment after the loan is made. 
No mortgage is inherently a safe 5 per- 
cent for fifteen years. It has often been 
assumed to be a safe 6 percent. Good 
security, no trouble, and little cost of 
handling made it a perfect bank earning 
asset. Had banks spent an additional 1 
percent of that income on servicing and 
reviewing the loans, the losses and the 
troubles would have been less. 


Amortization Schedules 


Today we have a more general use of 
amortization schedules and monthly-pay- 
ment mortgages. The Home Owners’ 
Loan Corporation and Federal Housing 
Administration loans have helped us out 
on that and helped sell this type of mort- 
gage to the public. This is one of our best 
protections-—if we collect. It is a hedge 
against mistakes of judgment in apprais- 
ing and the vicissitudes of the future. 
It helps protect against obsolescence, de- 
preciation, waste, and neighborhood 
changes. 

It does not completely take the place 
of reappraisals and maintenance and 
neighborhood inspections. Neighborhoods 
change and deteriorate before houses do. 
The present 90 percent FHA loans on in- 
expensive but thoroughly modern homes 
are rapidly depreciating the values in 
older neighborhoods and some not so old. 
Large loans and a small investment pro- 
vide a new and better home in a more de- 
sirable neighborhood. The volume of new 
building accelerates the obsolescence of 
the old. Higher taxes and higher assess- 
ments on old properties create increasing 
underlying liens against actually declin- 
ing real values because the structures 
themselves are obsolete, uneconomic for 
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present needs, and do not fit the demands 
of today. This leads to the inevitable con- 
clusion that the principal payments on an 
amortized mortgage loan should reduce 
the debt to a conservative value of the 
site within the economic life of the build- 
ing. 

Regardless of every other circum- 
stance, the essential of protection is con- 
tinuous collection of principal. Long fore- 
closure periods, the costs of foreclosure, 
moratoriums, unpaid taxes, needed repairs 
not made, and principal payments not 
collected eventually give banks deprecia- 
ted properties with prior liens and pos- 
sible losses. 


Protection for the Borrower 


Our philosophy must include the be- 
lief that the steps we take to protect the 
investment of depositors’ funds are also 
a just and equal protection to the bor- 
rower. They force the development of his 
equity. They keep him buying and not 
merely using. They protect his ownership 
under adverse circumstances. But, to ful- 
fill that purpose we must insist that he 
pay when he can and not leave demand 
for payment until the time when he can- 
not meet it. 

Lately we have had called to our at- 
tention a new principle in mortgage lend- 
ing. We are told the credit risk is more 
important as basic security than property 
values. It is a new propaganda. I will not 
deny its importance, but I will deny it 
that importance. After the loan is made, 
the biggest danger is unemployment or 
other loss of income of the borrower. This 
may be loss of job, salary, dividends, in- 
terest, or rental income. It is all the same. 
A failure of income cannot be foreseen 
regardless of the care used in extending 
the original credit. A credit risk may be 
good for several years but in ten or fifteen 
years the country probably will pass 
through two business cycles, maybe more. 
In this young country people do not stay 
firmly enough in one place for the long 
periods of time we are encouraged to pro- 
vide for payment of mortgages. Legisla- 
tures are rapidly wiping out deficiency 
judgments. That adds no value to the 
credit. The only hedge against any or all 
of these risks is amortization while the 
borrower's income is coming in. 

Today, particularly in the large com- 
munities, we are facing almost the same 
extremes of competition that we did in 
1926. Lenders are beginning to lose their 
perspective. Commissions are being paid 
for loans. Loans are being solicited and 


inducements are being offered. Loans al- 
ready committed by one lender are being 
chiseled away into the portfolio of an- 
other. Lenders with no community inter- 
est, other than the commission or service 
fee to be earned on a loan, are going after 
volume in a big way and are, in some 
cases, encouraging borrowers to buy be- 
yond their means. 


This means only one thing—progres- 
sively more unsound loans. As I see it, 
it is the banks’ obligation not to be led 
into these extremes. We must have both 
a real policy and a sound philosophy and 
we must hang on to them. We are all 
anxious to meet the public needs for home 
ownership and have our loans further it. 
From a social viewpoint we want to see 
as many home owners as possible. But, 
under no circumstance, must we confuse 
this with the proper protection given the 
lending of depositors’ funds. And we 
must also do our part to be sure bank 
loans do not contribute to the creation of 
false real estate and building values. 


If we add together the good we can do 
for the people who get sound loans for 
home ownership, limit speculative ex- 
cesses, and carefully protect our depos- 
itors’ funds, we have given the greatest 
possible service to and met the funda- 
mental needs of the greatest number of 
people. No plea or demand for special 
consideration, in the form of an unsound 
loan transaction, can stand against that 
belief carried into action. 





Recent Trends 


The trend in residential construction 
toward lower cost houses continues, ac- 
cording to recent data assembled from 
several large cities.. The preponderance 
of Cincinnati home building this year is 
in the $2,500 to $7,500 bracket. De- 
troit’s average house erected during 
March was valued at $4,545 as com- 
pared with $5,084 for March, 1939. 
Denver's residential building in the 
$6,000 to $10,000 field has almost 
ceased and is being replaced with specu- 
lative activity in the $2,000 to $4,000 
price bracket. 

In attempting to buck the trend to- 
ward really low cost houses, the village 
board of Hempstead, Long Island, has 
called a public hearing on a proposed 
amendment to the zoning ordinance to 
prohibit construction of dwellings cost- 
ing less than $4,000. For their reason 
the village officials claim that taxes 
which can be levied against a cheaper 
house do not pay for half the cost of 
educating one child in the public 
schools. 
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Downward Trend in 
Construction Costs 


Costs involved in the construction of 
a standard six-room frame house showed 
reductions of over $100 during the first 
quarter of 1940 in five widely scattered 
cities out of a total of 25 communities 
reporting to the Federal Home Loan 
Bank Board. Most of the other reporting 
cities also showed downward trends. 

The Board said that material prices 
charged by dealers receded fractionally 
during April for the country as a whole 
to a level still two percent above the 
index for August, 1939. 

The index of wholesale prices of build- 
ing materials, which is based upon costs 
of materials used in all classes of build- 
ings, non-residential as well as residen- 
tial, fell nearly 1 percent during the 
month of April. 

The cost of labor in constructing the 
standard house has been receding since 
the first quarter of last year. In April 
this slow but steady sagging continued, 
but the effect of this trend has not off- 
set the greatest part of the rise from the 
1936-38 period. 

The quarterly index of industrial 
building costs compiled by the Austin 
Company of Cleveland has remained 
practically unchanged since the first of 
the year, despite the marked accelera- 
tion in the volume of factory construc- 
tion due to the national defense pro- 
gram. 

The index, based on 1926 as 100 and 
computed from costs of typical one- 
story brick, steel frame monitor type 
structures, stood at 84 at the end of the 
second quarter, unchanged from the 
first quarter. 


PINK SEES HOPE FOR MORTGAGES 


Although the European war has 

rought new problems and perplexities 
to the insurance companies, Louis H. 
Pink, Superintendent of the New York 
Insurance Department, declares that in- 
surance companies are financially solid 
with unusual cash resources “sufficient 
to meet any reasonable stress and 
strain.” 

In an address delivered before the 
National Association of Insurance Com- 
missioners on June 25 at Hartford, Con- 
necticut, Pink said that insurance com- 
pany investments “should be conserva- 
tive and that the rate of interest should 
not be the first consideration.” 

Superintendent Pink declared that, 
in his opinion, life companies should not 
invest in common stocks. 

“We find that, however desirable it 
may be to increase the income, the com- 
panics which are worried when the mar- 
ket takes a big tumble are those having 
a large part of their investments in com- 
mon stock, particularly if they are of the 
more speculative variety,” he said. 

The New York Insurance Superin- 
tendent pointed out that railroad securi- 
ties seem almost hopeless today as a 
good investment, but emphasized that 


the proper reorganization of the rail- 
roads and the modernization of the 
roads may result in their service and 
value being completely restored. 

He expressed the belief that insurance 
companies will again turn to farm mort- 
gages as prime investment, recalling that 
at the peak of their holdings, the insur- 
ance companies had $2,000,000,000 in 
farm mortgages and that today the 
Metropolitan Life is the largest owner 
of farm property in the country. 

Mr. Pink also declared that real estate 
mortgages are coming into their own 
again but warned that there is a danger 
that insurance companies may compete 
and outbid each other for the more 
desirable larger loans. 

Superintendent Pink described the 
great housing developments of life in- 
surance companies and urged an assault 
on the slum problem. He also revealed 
plans of Metropolitan Life to invest $10,- 
000,000 in low rental housing on the 
Pacific Coast. Metropolitan’s Parkches- 
ter development in New York City re- 
presents the largest venture of its kind 
and when completed will have involved 
a total investment of approximately 
$50,000,000. 





SHUTZ ARTICLE 
(Continued from page 1) 


questions relating to the acquisition of 
new business are the following: 

1. Should mortgage salesmen be 
placed on a salary or on a commission 
basis? 

2. What selling methods can best be 
used with life insurance companies in 
offering loans on older, but good apart- 
ments? 

3. In order to obtain an adequate 
volume of loans constantly, is it neces- 
sary to advertise, employ solicitors or 
share commissions with realtors, con- 
tractors, etc.? 

These are but a few of the questions 
sure to arise under the subject of acquisi- 
tion of new business. 

A chairman will be appointed to pre- 
side over each clinical meeting and five 
others will be invited by the chairman 
to lead the discussion and be prepared 
to present their viewpoints on such 
questions relating to the subject as the 
chairman may assign. 


If preliminary plans are any criterion 
to the success of the convention, MBA's 
1940 meeting will be the most successful 
and profitable in the Association's his- 
tory. 


REAL ESTATE TAXES 


Exorbitant real estate taxes came in 
for considerable discussion at the recent 
convention of the National Association 
of Building Owners and Managers 
which was held in New York. Delegates 
were told that high urban property taxes 
are driving population to the suburbs and 
that unless the trend is halted city real 
estate and city government face bank- 
ruptcy. 


Mayor Fiorello LaGuardia of New 
York told the Association that insofar 
as New York City is concerned, no re- 
lief is in sight. Controller Bessie Town- 
send described the problem of tax de- 
linquency as a “race to sell properties 
to private buyers and put them back on 
the tax rolls faster than they come into 
the city’s hands.” 


The delegates heard a description of 
a tax plan being tried in Pittsburgh and 
Scranton, Pennsylvania, where land is 
taxed at twice the rate of property im- 
provements. Such a tax, it is said, tends 
to depress the price of vacant land 
making it readily available to builders. 
Scranton has already taken title to 
6,000 unsalable tax-delinquent properties 
and hopes to make up for its tax losses 
by renting the properties. 
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% NEWS OF WHAT’S HAPPENING 
AMONG MBA MEMBERS AND 
OUR LOCAL ASSOCIATIONS 


gociation (TIVITIES 


LOCAL ASSOCIATION MEMBERS WILL GET MONTHLY BULLETIN 


The first edition of a monthly bul- 
letin for members of local mortgage 
bankers associations will be issued about 
August 1. The bulletin, which will be 
edited from the Headquarters office, 
will go only to members of those local 
associations which are afhliated with 
the Mortgage Bankers Association of 
America 

At the recent MBA Board of Gov 
ernors meeting held in June, the prob 
lem of how local mortgage bankers as- 
sociations might be brought into closer 
contact with each other and with the 
National Association, was discussed in 
detail. It was decided that the issuance 
of a monthly bulletin would go a long 
way in achieving that objective 

The thought expressed by the Board 
was that such a bulletin would not only 
serve to keep all local associations in 
formed as to what similar locals are do 
ing, but would also provide the medium 
for an interchange of ideas between 
local chapters. Thus, if one local chap 
ter had experienced success in solving 
a particular problem, other local as 
sociations would have the benefits of 
their experience 

In addition to discussions of local 
problems in the mortgage banking field, 
the bulletin will also contain news of 
the activities and personalities of vari 
ous local associations. The monthly bul 
letin is not intended to replace monthly 
bulletins issued by local chapters but 
rather it is intended to supplement them 

The secretaries of each local associa 
tion will be responsible for sending ma 
terial on the activities of their group to 
the Headquarters ofhce 


MILWAUKEE LOCAL 
ELECTS OFFICERS 
Members of the Milwaukee Mortgage 


Bankers Association, at their annual 
business meeting on June 27, elected the 
following men to the Association's 
Board of Governors: For three-year 
térms—Hugo Porth, Frank N. Ferguson 
and Earl K. Loverud; For two-year terms 

E. H. Grootemaat and Walter John; 
For one-year terms, August C. Sehrt 
and G. J. Dreyer. The newly-elected 
Board of Governors chose the following 
officers for the ensuing fiscal year which 
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begins September 1: President, Hugo 
Porth; Vice President, Frank N. Fer- 
guson; Secretary-Treasurer, Earl K. 
Loverud. 





KANSAS CITY PRESIDENT 











DALE M. THOMPSON 


Dale M. Thompson, Vice President of 
the City Bond & Mortgage Company, 
Kansas City, Missouri, is the president 
of the recently organized Kansas City 


Mortgage Dealers Association. Paul 
Jones, Secretary of Herbert V. Jones & 
Company, is secretary of the new local 
association 





CMBA OUTING 


Members of the Chicago Mortgage 
Bankers Association held their sixth an- 
nual golf tournament and outing at 
Westward Ho Country Club on July 10. 
A feature was a baseball game between 
the correspondents and insurance com- 
panies and the bankers and savings and 
loan associations. L. D. McKendry, 
manager of the Real Estate and Mort- 
gage Department of the Chicago Title 
and Trust Company, served as Chairman. 


MBA WILL SPONSOR 
4th EXPOSITION 


For the fourth consecutive year, the 
Mortgage Bankers Association of 
America will again sponsor the “Ex- 
position of Building, Industry, and Ser- 
vices,” which will be held in connection 
with the annual Convention of the As- 
sociation at the Drake Hotel in Chicago 
on October 2, 3 and 4. The Exposition 
will be similar to those conducted in the 
past. Invitations have been sent to com- 
panies and associations whose products 
and services are related to building or 
the financing of building. 

Among those who have accepted an 
invitation to participate are: The Sher- 
win-Williams Company; Hartford Fire 
Insurance Company; The American 
Stove Company; The American Title 
Association; The Continental Insur- 
ance Company; The Tile-Tex Company; 
Portland Cement Association; Kemper 
Insurance; Knox - Ant Corporation; 
Aetna Casualty and Surety Company; 
General Electric Company; The Home 
Insurance Company; and E. I. du Pont 
de Nemours and Company. 





DR. FISHER’S ARTICLE 
(Continued from page 4) 
gages had been purchased and sold in 
a secondary mortgage market. 

This volume alone is sufficient to in- 
dicate the extent to which at least FHA 
insured mortgage securities have be- 
come marketable investments. It prob- 
ably would not be an exaggeration to 
predict that this development will be 
accelerated between now and 1950. As 
a result, investments in mortgages will 
be considered with much less timidity 
than in the past. 

The mortgage lending officer of 1950, 
I venture to predict, will be character- 
ized by an open and flexible. mind, 
largely untrammeled by tradition. I do 
not mean to infer that he will ignore 
the light which falls from the lamp of 
experience. I mean rather that he will 
be constantly on the alert so as to 
avoid standing himself in that light 
which emanates from the lamp of ex- 
perience, and casting his own shadow 
over the problems which he confronts 
in his daily task. 








